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OVERVIEW 
The Thai economy in 1981 continued its impressive record of strong 
growth. Output expanded in real terms in excess of 7 percent. 
Agriculture, the leading sector, grew by 6.9 percent with produc- 
tion up in all major crops except cassava. The manufacturing sec- 
tor benefited from the country's strong agricultural performance 
and output increased by 8 percent. Thailand's long-awaited natural 
gas pipeline came on-stream in October 1981 and began supplying gen- 
erating plants in the Bangkok area. Considerable progress was made 
in dampening the country's rate of inflation. 


Even though Thailand ended the year with a balance-of-payments sur- 
plus, little progress was made in dealing with the chronic balance- 
of-trade deficit. Declining commodity prices hit hard at earnings 
from agricultural exports. Recessionary conditions abroad put a 
cap on demand for Thailand's exports, both manufactured and agri- 
cultural. Last year's baht devaluation, a Bank of Thailand guar- 
anteed swap arrangement, and the continued waiver of taxes on 
interest on borrowings led to massive inflows of short-term capi- 
tal, but long-term investment flows remained sluggish due to the 
uncertainty of the international economic climate. 


The outlook for the balance of 1982 is for continued growth though 
at a somewhat slower rate. The economy should expand at 5-6 per- 
cent in real terms. The rate of inflation will probably not ex- 
ceed 7-9 percent. Massive investments in infrastructure for gas 
and energy-related projects over the next few years and continued 
strong performance in agriculture and related industries offer 
substantial opportunities to U.S. investors and businesspersons, 


The Thai Government encourages investment in the country, partic- 
ularly in agro-industrial, labor intensive, and export-oriented 
industries. Rising incomes and a substantial population and in- 
dustrial base make Thailand commercially attractive to U.S. ex- 
porters, U.S./Thai economic relations should expand rapidly over 
the next few years. 


PRODUCTION AND OUTPUT 





Agriculture 


Agriculture, although decreasing as a percentage of GDP, remains 
the mainstay of the Thai economy. In 1981, agriculture accounted 
for 24.3 percent of GDP and 70.4 percent of employment. The Thai 
economy therefore received a substantial boost from a second good 
crop year. Due to favorable weather, abundant rains, and expanded 
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plantings, total agricultural output was up by an estimated 6.9 
percent. Production of all major crops except cassava expanded 
substantially. Output of rice, the country's main crop, increased 
6.5 percent, topping 18.5 million tons and providing a substantial 
surplus for export. Maize production grew 17.4 percent to 3.7 
million tons, rubber by 4.8 percent to 525,000 tons. Sugarcane 
showed the strongest increase, a full 35.8 percent to exceed 25.4 
million tons. Production of kenaf also expanded substantially 
growing 19 percent to top 250,000 tons. Production of cassava 
root, however, decreased by 12 percent falling to 14.5 million 
tons, primarily due to a decrease in acreage as farmers, react- 
ing to the low price of cassava in 1980, switched to other crops. 


Fisheries continued the downward spiral begun in 1979. The total 
catch was estimated to have decreased by 10 percent in 1981 in 
volume terms, although the fall in terms of baht value was less, 
only 3 percent. The primary reasons for the decline were the 
results of overfishing of coastal waters, the imposition of the 
200-mile economic zone, and continuing high fuel prices. The 
Thai index of agricultural production shows a continuing decline 
in the output of forestry products. Production was down 20 per- 
cent in volume terms and 2.2 percent in value. Livestock pro- 
duction, on the other hand, was up 5.6 percent in both volume 
and value. 


Prices for most agriculturai products weakened both domestically 
and internationally throughout the year. Rice prices, while re- 
maining high through the first half of 1981, have fallen sharply 
since, reflecting the record world rice crop. The price of maize, 
sugar, and cassava plunged in response to both increased harvests 
worldwide and slow growth in demand. Rubber prices remain de- 
pressed as a result of the slump in the world automobile industry. 
The outlook for prices for basic commodities for 1982 is not 
encouraging. 


The crop outlook for the 1982/83 season is generally favorable. 
While output increases are almost certain not to match the in- 
creases of the 1981/82 season in percentage terms--due to the 
higher base figures--total production will be at near record 
levels. 


Manufacturing 


The manufacturing sector also benefited from the country's strong 
agricultural performance. Shortages of raw materials which had 

Slowed manufacturing output in 1980 disappeared. Higher farm in- 
comes increased domestic demand for manufactured products. At the 








same time, however, recessionary conditions abroad and the high 
rate of interest and tight money conditions prevalent throughout 
the year put a cap on growth. Total manufactures in 1981 topped 
baht 159 billion ($7.2 billion)*, 19.9 percent of GDP and an in- 
crease of 8 percent in real terms over 1980. Manufacturing 
accounted for 8 percent of employment. 


Growth in the agro-industrial sector was particularly strong. The 
output of manufactured food products, except beverages, increased 
by 24.4 percent. Within this category, sugar production rose over 
50 percent to top 1.6 million tons. Canned pineapple output in- 
creased from 8.3 million cases to 8.7 million. The rice milling, 
fruit canning, tobacco, fertilizer, and tin can industries also 
expanded at a rapid pace in line with increases in agricultural 
output and income. 


Other agro-industries did not fare so well. Output of nonalcoholic 
beverages and beer suffered from the imposition of sharply increased 
excise taxes. As a result, production dropped 9 percent from 1,220 
million bottles of soft drinks in 1980 to 1,110 million in 1981. 
Production of beer was down from 124 million liters in 1980 to 104 
million in 1981, a drop of 16 percent. Production of vegetable oil 
fell likewise as a result of strong competition from imported palm 
oats 


Production of textiles, Thailand's largest manufactured product, 
showed only marginal increases over 1980. The country produced 
2,076 million square yards of woven fabric, a 5.3 percent increase 
from 1980. Production of synthetic yarn remained flat at 112.9 
million tons. Domestic consumption also increased marginally from 
1,451 million square yards of fabric to approximately 1,500 million. 
Domestic consumption accounts for only about 70 percent of pro- 
duction, leaving Thai textile producers dependent on foreign mar- 
kets for about 30 percent of sales. Sales of cotton yarns and 
fabrics--as well as sales of synthetic fibers, yarns, and fabrics-- 
were disappointing due to the recessionary conditions prevalent 
among Thailand's major customers (Japan, the EEC, and the United 
States), and to increased price competition from the more modern 
looms being installed in the advanced markets. In contrast, ex- 
ports of garments remained extremely strong, reflecting the com- 
paratively lower labor costs in Thailand. All in all, exports of 
textiles increased 22.1 percent in 1981 from baht 9,644 million 
($470 million) to baht 11,776 million ($539 million). 


*Exchange rate used for conversion is baht 20.48 equals $1 in 1980 
and baht 21.82 equals $1 in 1981. 
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Thailand's energy picture brightened in October 1981 with the dis- 

covery of a_petroleum deposit at Kamphaeng Phet in north-central 

Thailand. Royal Dutch Shell hopes to begin producing crude from 

this field at a rate of 5,000 to 10,000 barrels per day by late 

1982 or early 1983. In May 1981, Esso Exploration discovered a 

natural gas deposit in northeast Thailand. This deposit is esti- 

mated to contain between one half to one trillion cubic feet of 

dry gas. If these estimates prove to be correct, the RTG will 

most likely use thisS gas for on-site production of electricity. 





Thailand's long-awaited natural gas pipeline from the Gulf came 
on-stream in October, ushering in an era of greater energy inde- 
pendence. Yet, difficulties have developed in the production of 
naturai gas which have precluded the country from reaching its 
targeted production level of 250 million cubic feet per day. It 
also appears at this writing that reserves may be less than orig- 
inally projected and that individual formations are more limited 
in size. It may thus be necessary to increase sharply the level 
of investment required in order to reach projected production 
levels. The Government also has given the go-ahead in principle 
to begin exploiting some of the gas in the Gulf for export. Var- 
ious bidders are seeking to establish LNG facilities for export 
to Japan or Korea. This project will require over $4 billion of 
investment in field development, plant, and ancillary equipment. 


Inflation 


and 1981 have abated. OPEC oil price increases had pushed 

1980 rate of increase in the Consumer Price Index (CPI) to 
close to 20 percent. Domestic adjustment measures in early 1981-- 
increases in the cost of petroleum products, utilities and trans- 
portation, higher civil service salaries, and upward adjustment 
of the minimum wage--increased the rate of inflation in the first 
quarter of last year. By mid-1981, however, it had become clear 
that the situation was improving. The rate of increase in the 
CPI fell sharply in the second half, and the overall rate of in- 
flation for the year was 12.7 percent. 


In 1982, a combination of factors has reduced inflationary pres- 
sures even further. By early 1982, the inflationary impact of 
1981's energy price and baht adjustments had largely washed through 
the economy. Continued stability in the international oil markets 
offered some respite from increasing cil prices. Recessionary con- 
ditions abroad reduced the pressure from imported inflation through 
import price increases. Bumper crop conditions in the agricultural 
sector help keep food prices stable. As a result, the rate of 
inflation for 1982 is currently estimated at 5-6 percent. The 

CPI for the Kingdom as a whole stood at 179.4 for April 1982, only 
3.8 percent above the figure for April 1981. Seasonally adjusted, 
the CPI in April 1982 was 0.7 percent below the same period last 
year. 





Investment 


Investment has been restrained by high interest rates, the uncer- 
tainty of the international economic climate, and the normal cau- 
tion of investors. Using Board of Investment statistics as an 
indicator, the level of investment has picked up slightly from 
1980's sluggish performance but has not yet reached the level 
attained in 1979. In 1981, 170 firms enjoying promotional privi- 
leges either started or expanded their operations. Ministry of 
Commerce statistics are roughly Similar and show 7,217 permits to 
establish or expand operations issued as opposed to 7,747 in 1980. 


Foreign investment levels continue to languish behind that of 
domestic investment and are not commensurate with the levels which 
could be attained. Part of the reason for this has been the vol- 
atility of international interest rates and the uncertainty of the 
international outlook. Perceptions of political instability may 
also have played a part, although the record since World War II 
shows a continuing and strong underlying policy stability despite 
changes of government. Thailand has long welcomed foreign invest- 
ment. Most recently, Prime Minister Prem undertook a series of 
missions to the United States, Australia, New Zealand, Japan, and 
the European Economic Community to encourage investment in Thailand. 


It is clear that there are substantial investment opportunities 

for U.S. firms in the Thai market, particularly in agriculture- 
related industries, labor-intensive industries, and export-oriented 
industries. Thailand has a broad natural resource base, abundant 
supplies of available and readily trainable labor, good infrastruc- 
ture, and a receptive attitude to foreign investment. A joint pub- 
lic sector/private sector committee has been formed to encourage 
greater public/private sector understanding and cooperation. This 
cooperation should further improve the already attractive prospects 
for foreign investment in the country. 


BALANCE OF TRADE AND PAYMENTS 


Balance of Trade 


Despite considerable government efforts to stimulate exports and 
hold down imports, including last year's baht devaluation, 1981 
showed little progress in dealing with the country's difficult 
balance-of-trade situation. While the rate of growth of the over- 
all trade deficit slowed sharply, the total for 1981 still expanded 
to baht 63,712 million ($2,920 million) , up from 1980's deficit 

of baht 55,489 million ($2,709 million). A number of factors were 
responsible for the continuing problem. On the export side, the 
persistence of high interest rates and recessionary conditions 
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abroad during much of the year, rapid inflation, and continued 
fiscal and monetary restraint among most of Thailand's major trad- 
ing partners led to slower than hoped for growth in aggregate de- 
mand and hence in demand for imports. At the same time, the rise 
in value of the baht, only partially offset by last year's devalu- 
ation, made Thai exports comparatively more expensive while decreas- 
ing baht receipts for Thai sellers. Several of Thailand's major 
export items were affected either directly (textiles) or indirectly 
(tin and cassava) by import quotas or restraints imposed by or 
among Thailand's trading partners. In other instances, Ministry 

of Commerce attempts to regulate exports resulted in the loss of 
prospective contracts or in sales at less than optimal price. 


On the import side, Thailand continued to be affected by high inter- 
national oil prices. Limited progress was made in reducing depend- 
ence of foreign oil; actual imports fell 2.6 percent by volume in 
1981, while the import bill rose by 20 percent to baht 65 billion 
($2,979 million). For the year, oil imports amounted to 30 per- 
cent of Thailand's overall imports, roughly equivalent to the 

total trade deficit. Continued rapid real economic growth con- 
tributed to rising domestic demand for imported raw materials, and 
semifinished and capital goods. Higher farm incomes as a result of 
the bumper harvest stimulated demand for consumables and luxury 
items. All in all, the rate of growth of exports and imports in 
percentage terms was roughly equal, 13.9 and 14.4 percent, respec- 
tively, but in value terms, because of the larger base figure, the 
actual dollar growth of imports exceeded exports by approximately 
$335 million. 


Exports 


The bulk of Thailand's exports--70 percent--are accounted for by 
only 20 products including rice, cassava, rubber, sugar, tin, maize, 
integrated circuits, ready-made garments, gemstones, and canned 
pineapple. Of these, rice continued to be the major foreign ex- 
change earner. Total exports for 1981 topped 3.04 million tons, 
worth baht 29,496 million ($1,352 million), an increase in volume 
terms of 8.5 percent and in value of 35.8 percent. Forecasts for 
a bumper crop of 410 million tons worldwide suggest that Thailand 
will have a hard time duplicating this record in 1982. Sales dur-- 
ing the first 3 months of 1982 were estimated at $253 million, a 
sharp drop from sales of $398 million during the corresponding 
period last year and reflective of the glutted international com- 
modity markets. 


Exports of cassava products, largely to the EEC, topped 6.3 mil- 
lion tons, a 21 percent increase in volume over 1980, earning 
Thailand some baht 16.5 billion ($756 million), up 10.5 percent 
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a money earner, sugar turned in the prize performance of the 
year. The harvest yielded a record high of 2.1 million tons of 
sugar, Of which 1.5 million tons were available for exports. De- 
spite declining prices during much of the year, both volume and 
revenues were up sharply. Exports increased 146 percent in 1981 
from 451,696 tons to 1.13 million. The value of the shipments 
rose a full 221 percent, from baht 2,975 million to 9,566 million 
($438 million). The rapid increase continued through the first 
quarter of this year. Sugar exports for the first 3 months topped 
$151 million, compared with $35 million during the same period 
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last year. The favorable performance cannot be expected to con- 
tinue, however. Total world production during the iaae crop season 
was estimated at 95-96 million tons, in the face of total consump- 
tion of 91.4 million tons. The substantial surplus has already 
J ”’ down to almost record lows. Additionally, the re- 
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manufactures were mixed. The largest single item, tex- 
increased 22 percent from baht 9,644 million to baht 11,776 
($539 million). Frozen seafood exports grew marginally to 
,600 million from baht 3,430 million. Exports of electrical 
circuits remained flat at apencuduaties baht 6,200 million. Jewelry 
sales rose from baht 3,778 million to baht 5 billion. 


Imports 
growth slackened as well in 1981. Total imports amounted 
216,742 million ($9.9 billion), a 14.9 percent increase 
1°80. By contrast, imports in 1980 grew by over 29 percent. 


The import picture continued to be dominated by petroleum and 
petroleum products. Oil accounted for baht 65,600 million in im- 
ports, 30 percent of the country's total import bill. Even though 
down 2.6 percent in volume terms, the baht bill rose 20.1 percent. 
Imports of petroleum products also fell by 6.5 percent. The total 
result was a rise in the oil bill of 12.0 percent. Several rea- 
sons have been advanced for the fall in the volume of oil imports, 
including the energy price increases instituted last year and the 
coming on-stream of the gas line. The latter, while offering a 
long-term cushion against sharp increases in international energy 
prices, is certainly not a cure-all for Thailand's balance-of- 
trade problems. It will take several years for the gas to have 

a major financial impact, and even then it is unlikely that the 
gas will be able to supply more than 25 percent of the country's 
energy needs. Nonetheless, first quarter 1982 figures show a 
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sharp decline in oil imports compared with the same period last 
year--$662 million as opposed to $793 million. The fall more 
likely has been caused by an economic downturn rather than a 
change in consumption patterns. 


Other major increases in imports were for consumer goods, up 19.6 
percent to baht 23,064 million. Durables were up particularly 
sharply, 34.4 percent, reflecting rising farm incomes as a result 
of the good 1980/81 harvest as well as the effect of the over- 
valuation of the baht early in the year. Imports of chemicals 
rose 27.7 percent to baht 18 billion, iron and steel by 15.7 per- 
cent to baht 12 billion, while imports of electrical machinery and 
parts remained flat at baht 11 billion. Imports of nonelectrical 
machinery and vehicles both registered rapid increases--26.9 and 
37.2 percent, respectively--resulting from higher demand for farm 
vehicles and machinery and imports of goods in support of the nat- 
ural gas projects. Nonelectrical machinery imports topped baht 

26 billion while imports of vehicles surpassed baht 9 billion. 


The trade balance for the first quarter of 1982 shows a marked 
improvement over the same period in 1981. Imports amounted to 
$2,266 million compared to exports of $1,630 million, yielding 
first quarter 1982 trade deficit of $636 million. The corres- 
ponding figure for last year was a deficit of $728 million. It 
is unclear, however, whether Thailand will be able to sustain 
this improved performance through the balance of the year. 


The direction of trade ndividual balances showed little change 
from previous periods. Japan remained Thailand's largest trading 
partner, with the United § tes bringing up second place. In 1981, 
apan accounted for 25 } ( »9f Thai imports and took 13 percent 
f Thai exports. The U.S. ces Thai imports and exports were 
3.1 and 11.4 percent, respectively, as compared with 14.4 and 12.6 
percent in 1980. Thailand ran a trade deficit with Japan of $1,389 
, almost half the country's total deficit for the year. The 
deficit with the United States was virtually unchanged from $446 
million in 1980 to $435 million in 1981. Other major areas of defi- 
cit were trade with Singapore, Saudi Arabia, Canada, and Australia. 
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Current Account 
Net services income made a significant contribution to offsetting 
the trade deficit. Of particular interest were receipts from 
tourism of over baht 21,455 million, making it the country's second 
largest foreign exchange earner after rice. Receipts from Thai 
laborers employed in the Middle East also topped baht 10 billion. 
The largest outflow was in payments to investors of over baht 25 





rs 
billion. All in all, the balance on net goods and services (cur- 
rent account balance) was baht 58,653 million in deficit at year- 


end. 


Balance of Payments 





Capital inflows during the first three quarters in 1981 were gen- 
erally below normal, largely due to higher interest rates abroad. 
By mid-year, however, interest rates abroad had begun to fall, and 
Thailand had undertaken a series of measures designed to stimulate 
the inflow of funds. In July, the Bank of Thailand adjusted domes- 
tic interest rates on deposits and loans upward by 1 percent. The 
baht was devalued 9.5 percent. The withholding tax on foreign bor- 
rowings was waived for the period August through December. In 
September, the Bank of Thailand undertook to guarantee the exchange 
rate for funds brought into the country by the end of the year. In 
the last quarter, the l-month Eurodollar rate fell to 13.17 percent. 
The results was a massive inflow of funds during the last quarter. 
Private borrowings during the last quarter increased to over baht 
13 billion, up from baht 5 billion in the third quarter. Total 
capital inflows for the last quarter amounted to baht 23 billion, 
and Thailand ended the year with a balance-of-payments surplus of 
baht 2.5 billion. 


The situation quickly reversed itself in the first quarter of 1982, 
however, when Thailand suffered the largest outflow of funds in 

its history. The total deficit for the quarter exceeded baht 7 
billion, 90 percent greater than that incurred in the first quarter 
of 1981. Most observers attribute the outflow to the expiration of 
the swap arrangement in December which has prompted private firms 
to repay foreign loans and banks to reduce their foreign liabili- 
ties. The outflow slowed by April, and it is expected that the 
second quarter performance will be improved. Improvement in the 
country's balance-of-trade position, increases in the services 
account, and continued moderation in interest rates abroad suggest 
that Thailand's balance-of-payments position for the remainder of 
the year, while remaining in the red, will certainly be sustainable 
without sharp drawdowns of reserves. 


Banking and Finance 





The roller coaster ride in the international financial markets 
over the past few years has pointed up the dependence of the Thai 
banking system on access to international capital. Three factors 
combined in early 1981 to tighten sharply domestic credit. The 
principal factor was high interest rates abroad which forced banks 
and businesses to reduce foreign obligations and shift borrowings 
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complying. Finance companies, who are subject to similar 
provisions in another act, may be in even more serious straits. 
The Bank of Thailand has recognized the problem, however, and has 


attempted to deal leniently with cases of noncompliance. 
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